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Pace Student
Vol. X New York, May, 1925 No. 6
An Examination of the Federal Income Tax Laws 
in Particular Reference to Record Keeping
Paper read before the Detroit Chapter of the National Association of Cost Accountants by 
Richard Fitz-Gerald, Pace Institute, 1907
The relation of the federal income tax laws to 
record keeping is an important subject, but one 
rarely discussed. The consideration of this 
subject which follows, by Richard Fitz-Gerald, 
C.P.A., will therefore be of interest to account­
ancy students and to accountants generally. 
Mr. Fitz-Gerald is manager of the Detroit office 
of Lybrand, Ross Bros. & Montgomery, and the 
article is reproduced from the March issue of 
L., R. B. & M’s. Journal. The article was pre­
pared as a paper and was read before the Detroit 
Chapter of the National Association of Cost 
Accountants.—THE EDITOR.
I PROPOSE first to examine the statutes, law, and regulations for requirements in regard to records and books of account and then to 
proceed to what you will undoubtedly consider 
more interesting and important features. The 
time at my disposal is brief, and I intend to touch 
only on the more outstanding points and in the 
briefest manner possible.
Records—Requirements of the Law
The provisions of the law regarding records and 
accounts are indefinite and the Treasury regulations 
inconclusive. The Acts of 1918, 1921, and 1924 
and the administrative regulations accompanying 
these statutes are alike in this respect. The 1917 
law and previous acts make scant, if any, reference 
to accounting procedure or methods.
Section 212 (b) of the 1924 Act has this provision:
“The net income shall be computed ... in ac­
cordance with the method of accounting regularly employed 
in keeping the books of such taxpayer; but if no such method 
of accounting has been so employed, or if the method em­
ployed does not clearly reflect the income, the computation 
shall be made in accordance with such method as in the 
opinion of the Commissioner does clearly reflect the income
Apparently the Commissioner is given power to 
reject the results shown by the accounting pro­
cedure of the taxpayer but is not authorized to 
require the adoption of a different or any account­
ing system.
In other words, he may require the taxpayer to 
prepare the tax return on a basis different from the 
books of account, but he may not require him to 
change his accounting methods.
Article 24 of Regulations 65 has this provision:
“Art. 24. Methods of accounting. It is recognized 
that no uniform method of accounting can be prescribed for 
all taxpayers, and the law contemplates that each taxpayer 
shall adopt such forms and systems of accounting as are in 
his judgment best suited to his purpose. Each taxpayer is 
required by law to make a return of his true income. He 
must, therefore, maintain such accounting records as will 
enable him to do so. . . . ”
It is evident that the Treasury considers tax­
payers morally, if not legally, bound to maintain 
accurate and adequate accounting systems, as 
witness the statement:
“. . . Each taxpayer is required by law to make a
return of his true income. He must, therefore, maintain 
such accounting records as will enable him to do so.” Art. 24, 
Reg. 65.
Section 1002 (a) of the Act of 1924 has the 
following provision:
“Sec. 1002. (a) Every person liable to any tax imposed
by this Act, or for the collection thereof, shall keep such 
records, render under oath such statements, make such 
returns, and comply with such rules and regulations, as the 
Commissioner, with the approval of the Secretary, may 
from time to time prescribe.”
Article 1321 of Regulations 65 has this to say in 
regard to the foregoing provision of the law:
“. . . As an aid in assessing and collecting the tax
the Commissioner may require any person liable to tax to 
keep specific records, render under oath such statements and 
returns, and comply with such rules and regulations as the 
Commissioner with the approval of the Secretary may pre­
scribe. In accordance with this provision, every taxpayer 
carrying on the business of producing, manufacturing, pur­
chasing, or selling any commodities or merchandies, except 
the business of growing and selling products of the soil, 
shall for the purpose of determining the amount of income 
under the Revenue Act of 1924 keep such permanent books 
of account or records, including inventories, as are necessary 
to establish the amount of gross income and deductions, 
credits', and other information required by an income tax 
return. ...”
This is substantially everything of importance
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the law and the regulations contain in regard to 
records and books of account.
It might appear from Section 1002 (a) that the 
Commissioner has absolute power to require the 
taxpayer to keep such records and maintain such 
an accounting system as the Commissioner may 
prescribe. This is, however, not so in the opinion 
of this writer for the following reasons:
First, under the legal rules of interpretation, 
statutes must be read as a whole. Reading Sec­
tions 212 (b) and 1002 (a) as well as other pertinent 
provisions of the statute together, it becomes 
evident that Congress intended to clothe the 
Commissioner with full powers to adopt any 
method of computation he saw fit in arriving at 
the taxable income of a taxpayer and that it did 
not intend that he should meddle beyond this in 
the taxpayer’s business.
Second, no penalty is imposed for the violation 
of Section 1002 (a). If this were intended to be a 
mandatory provision, it is inconceivable that 
Congress would have failed to provide a penalty 
for its violation. The penal provision in Section 
1017 (a) applies only where it can be shown that 
records were deliberately not kept for the purpose 
of evading the tax; and, under the rules of criminal 
procedure, it would be difficult if not impossible to 
enforce this provision. I venture to say that no 
attempt has ever been made or ever will be made 
to enforce it for such a cause.
Third, there is a constitutional question as to 
whether Congress has the power to provide a 
penalty for a blanket offense, the nature of which 
is to be described in detail by an officer of the 
executive department of the government. This 
is a delegation of a legislative function to the 
executive department, a power Congress does not 
possess.
Fourth and final, the Commissioner has full 
right of examination of records, papers, books of 
account and documents and of individuals under 
oath and has absolute power of assessment. The 
taxpayer has the burden of proof and may resort 
to the courts only after he has paid the full amount 
of the tax assessed.
The courts have consistently held that books of 
account and records are in themselves only pre­
sumptive evidence of taxable income, as witness 
the following decisions:
“A system of bookkeeping will not justify the government 
in claiming takes, nor will it justify the taxpayer in claiming 
exemption from taxation. The facts must control.” (South­
ern Pacific Railroad Co. vs. Muenter, et al., 260 Fed. 837.) 
Dec., 1919, Cum. Bull., p. 216.
“The only thing done was to put upon the company’s 
books an expression of expert opinion that certain property 
was worth a certain sum, and this can hardly be said to be 
income, or even gain, in any proper sense. The company 
could not become either richer or poorer by making a few 
book entries that merely recorded a new estimate of how 
much it was worth.” (Baldwin Locomotive Works vs. 
McCoach, 221 Fed. 59.)
“Such books are no more than evidential, being neither 
indispensable nor conclusive. The decision must rest upon 
the actual facts, which in the present case are not in dispute.” 
(Doyle vs. Mitchell Bros. Co., 247 U. S. 179.) In the court 
below (Mitchell Bros. Co. vs. Doyle, 225 Fed. 437) the court
May
said: “Mere bookkeeping entries cannot preclude the Govern­
ment from collecting its revenues, nor are such entries con­
clusive upon the taxpayer, . . . The bookkeeper creates
nothing, his methods, figures, and records must yield to 
proven and established facts.”
“The net income of a corporation subject to the excise 
tax is not to be determined by bookkeeping facts, but by real 
facts.” (U. S. vs. Guggenheim Exploration Co., 238 Fed. 
231.)
“The decisions under the Excise Tax Law and under the 
Income Tax Law are uniform to the effect that the govern­
ment cannot base a claim for taxes on m re bookkeeping.” 
(Forty Fort Coal Co. vs. Kirkendall, 233 Fed. 704.)
It would, therefore, seem that neither the Con­
gress, the courts, nor the Treasury Department are 
showing a disposition to regard accounts and 
records as the one conclusive medium through 
which taxable income may be determined. While 
this is unfortunate, it is nevertheless true that the 
income tax laws and Treasury regulations are in 
the main sound from an accounting standpoint, 
and as time goes on must so profoundly affect 
accounting methods and practice as to give rise 
to a condition where on all sides people will, in 
full reliance, predicate action on accountants’ 
reports.
Right of Examination
It should be noted that the taxpayer is fully 
protected against constant and annoying super­
vision and scrutiny of his affairs by the Commis­
sioner. The Treasury Department may examine 
a taxpayer’s accounts and tax returns only once 
for each year and may not make a reexamination 
unless requested to do so by the taxpayer or “unless 
the Commissioner, after investigation, notifies the 
taxpayer that an additional inspection is neces­
sary.” Where fraud is shown to exist,the Treasury 
may reexamine without permission from the 
taxpayer.
Taxable Income
Although the provisions of the law are not 
mandatory in regard to account keeping, it is 
prudent to keep a very complete, clear, and concise 
record of all transactions and of the data and pro­
cesses employed in arriving at taxable income as 
disclosed in the tax return.
At the time the return is made up the data and 
computations are all clear and understandable, 
one has in mind the exact interpretation put on 
each item and his reasons for doing certain things 
in a certain way; but two or three years later when 
explanations are to be made to a revenue agent’ 
relying on memory alone one is quite likely to 
suffer the embarrassment of a difficult situation, 
as the taxpayer has the burden of proof and must 
show that his figures are correct.
Cash vs. Accrual Method: Taxable income 
may be computed on either a cash basis or on an 
accrual basis, except that in the case of merchandis­
ing and manufacturing businesses the use of inven­
tories is mandatory. Under the accrual method 
there is no fixed rule as to how such items as unex­
pired insurance premiums, expenses paid in
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advance, and other deferred items of charge or 
credit are to be handled; you may either charge 
them off or carry them forward, but you must be 
consistent in the method used. If the taxpayer 
elects to use the cash method he may not withhold 
from gross income a reserve for any future losses. 
This thought is expressed in the following decision 
of the Board of Tax Appeals:
“Cash receipts and disbursements basis precludes accrual 
(and deduction) of estimated items of expense. The Board 
of Tax Appeals holds that a paving contractor making his 
return on a cash basis and receiving the full contract price 
upon completion of the construction work may not withhold 
from gross income a reserve of a portion of the price received 
estimated to be the amount required to fulfill his contract 
obligation (for which he is bonded) to maintain the pavement 
in good condition for five years after its construction. 1918 
Act. (Appeal of Consolidated Asphalt Company, 1 B. T. A.)”
Gross Income and Net Income: The taxable 
income is defined by the law to be the gross income 
less all ordinary and necessary expenses, and it 
substantially coincides with net income as ordinar­
ily understood in accounting. The Supreme Court 
of the United States defines gross income as follows:
“Income may be defined as the gain derived from capital, 
from labor, or from both combined, provided it be understood 
to include the profit gained from the sale or conversion of 
capital assets . . .” (Eisner vs. Macomber, 262, United
States 189.)
The law gives in detail the allowable deductions 
which are nothing more than what the accountant 
ordinarily deducts in arriving at net income, except 
in the case of depletion of natural resources and 
a few other items of minor importance which are 
not dealt with in a way that the accountant 
ordinarily handles such items. I shall have more 
to say about these hereafter. The law goes on to 
list in detail unallowable deductions, and these are 
of such a nature that, with a little thought, nobody 
with the skill that you gentlemen possess would 
think of deducting them.
It is worthy of note that life insurance premiums 
paid on the life of an officer or employee by a 
corporation are not deductible where the corpora­
tion is the beneficiary.
Contributions are not deductible by corporations 
unless they are of such a nature as to bring some 
betterment to the corporation, such as to a hospital 
serving the employees.
Losses in illegal transactions are not deductible. 
This means losses sustained in conducting an 
enterprise contrary to the laws of the state in 
which the taxpayer is domiciled or doing business, 
or contrary to the laws of the United States. In 
the case of a corporation it does not mean an ultra 
vires act.
Section 214 (a), paragraph 6, of the law provides 
for deduction of losses sustained through fires, 
storms, shipwreck or other casualty, or from theft. 
The Treasury Department in interpreting this 
provision in the case of an individual has held that 
the loss of a ring or damage to a pleasure car in 
an accident not due to an “act of God” are not 
deductible losses.
Inventories
The crucial difference between the cash and 
accrual methods of accounting is the inventory, 
and as we all know cost accounting is merely an 
extension of the general accounting system to 
account for the elements of inventory value in a 
more precise, specific, and detailed way. This is 
perhaps not an inclusive enough definition of cost 
accounting, but it will serve our purpose here.
Although the regulations specifically recognize 
book inventories, the Treasury Department and 
the courts will regard an actual physical inventory 
as a more conclusive proof of the existence of 
values than any results produced by a cost ac­
counting system, no matter how complete and 
accurate.
The basis of valuation of inventories, according 
to the text of the Act, must conform as nearly as 
may be to the best accounting practice in the trade 
or business, and it must clearly reflect the income. 
The most commonly used bases of valuation, as 
used by the Department, are cost, or cost or 
market, whichever is lower.
Article 1612 of Regulations 65 provides that 
clear and legible inventory records shall be kept; 
that inventories shall be properly computed and 
summarized, and that they shall be available for 
inspection of the Commissioner of Internal Revenue.
Although, as I have already stated, book in­
ventories will be accepted as evidence, they must 
be maintained in accordance with sound ac­
counting practice, and the regulation goes on to 
add that a physical inventory should be taken 
from time to time and adjustments made in the 
records.
Where a book inventory had been used for 
several years and a physical inventory disclosed an 
excess over the book inventory, the taxpayer was 
allowed to spread the excess back over the two 
years intervening between physical inventories. 
While none of the published Treasury rulings deal 
with the converse situation, that is where after an 
interval of two or more years a physical inventory 
discloses a shortage, it is obvious that justice 
would require spreading the shortage over the 
period intervening between physical inventories. 
If the book inventories were incorrect, net income 
could not be correctly determined without proper 
adjustment.
In valuing articles in the inventory where the 
cost is below the market, the lots may be priced 
at their actual cost if they can be identified, other­
wise it will be assumed that the articles on hand 
are the most recently purchased. This is a quite 
important provision in a rapidly rising market. 
It is unusual in my experience to find any records 
that will show which lots were used first. For 
instance, a factory purchases a dozen lots of steel 
bar stock and uses from this for its production 
from day to day. There is no way of telling from 
the records to which lot the bars remaining on hand 
belong. In well regulated stockrooms you will 
find bins into which this stock is put, the most
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recent lots being piled on the older lots as they are 
received. The ends are then painted and they 
withdraw from the top for production. Under 
such circumstances, it might be possible to use a 
photograph of the bins as a record indicative of the 
particular lot in which the stock on hand was 
purchased.
It is a very good thing to keep complete records 
of inventories and complete details as to how prices, 
etc., were arrived at—at least until after the 
revenue agent has completed his examination.
The Treasury Department is both reasonable 
and practical in this matter of inventories; in a 
case where an inventory was erroneously priced 
throughout at market, there were thousands and 
thousands of items and the cost of repricing it 
would have been very great; several hundred 
representative items were taken and a formula was 
worked out leading to the average percentage at 
which the inventory was overpriced. The in­
ventory was reduced by this percentage and the 
Treasury Department accepted the computations 
as a basis for assessment.
The regulations provide that manufactured 
articles and work in process shall be valued at the 
cost of raw materials and supplies, plus the ex­
penditures for direct labor, plus indirect expenses 
incident to and necessary for the production of the 
particular article, and included in indirect expenses 
must be a reasonable proportion of management 
expenses, but not the cost of selling or a return on 
capital whether by way of interest or profit. I 
want you to note here that the Treasury Depart­
ment is on record that interest on investment is 
no part of the cost of production.
This element of indirect expense or, as I prefer 
to call it, burden in valuing an inventory may 
prove troublesome, and schedules showing in detail 
how the ratios applied were determined should be 
always available. Burden ratios should be deter­
mined from actual figures appearing on the records, 
and schedules showing burden ratio computations 
should check to the records. It is a large question 
as to whether the Department can ever be induced 
to recognize unabsorbed burden, in view of the 
option allowed taxpayers to price inventories at 
cost or market.
The general theory of valuation for inventories 
which the Treasury Department has accepted is 
the price that a willing buyer will pay a willing 
seller. In other words, there must be a free mar­
ket, and on this theory such items as parts carried 
on hand for past models of an automobile need 
not be valued at production cost. Under the retail 
method of valuation, recognized in the case of 
department stores, the sales price less gross write­
up percentage is the inventory value. Obsolete 
models in clothing and spoiled merchandise may be 
valued at market less selling expense. Where the 
sales price is less than the production cost, articles 
may be valued at market less selling cost. The 
following provision is worthy of note:
“Inventories of miners and manufacturers. A taxpayer 
engaged in mining or manufacturing who by a single process 
or uniform series of processes derives a product of two or 
more kinds, sizes, or grades, the unit cost of which is sub­
stantially alike, and who in conformity to a recognized trade 
practice allocates an amount of cost to each kind, size, or 
grade of product which in the aggregate will absorb the total 
cost of production, may use such allocated cost as a basis for 
pricing inventories, provided such allocation bears a reason­
able relation to the respective selling values of the different 
kinds of product.” (Art. 1617, Reg. 65.)
Depreciation
Under the law a taxpayer is permitted to deduct 
each taxable year a percentage of the value of 
buildings, machinery, furniture and equipment 
employed in his trade or business which represents 
the proportion of its value used up in that year.
The straight-line method of figuring depreciation 
seems to be the one in most general use, and also 
is the one favored by the Department.
The Treasury Department has consistently 
refused to formulate any table of depreciation rates 
to be applied generally; each case is an individual 
one. There is this to be said, however, that tax­
payers have been treated fairly and reasonably in 
this matter; in fact, it is my opinion that it is the 
one place where the taxpayer has secured a full 
measure of his just dues.
Depreciation is a burden item and a proportion 
of it must be applied in the burden ratio in com­
puting the value of inventories.
Depreciation is computed on the cost price of 
the property or on the value at March 1, 1913. 
The value at March 1, 1913, is set up in the ac­
counts by charging capital asset appreciation ac­
count and crediting capital surplus appreciation 
account. The portion of the depreciation applying 
to the appreciation is not carried into the cost of 
production, but is used on the one hand to reduce 
the capital appreciation account, and on the other 
hand the surplus appreciation account. The 
regulations provide that property items shall be 
grouped according to rates of depreciation and 
that such a record be kept as will readily permit 
of verification of the factors and items.
The Treasury recognizes the special situation 
in which banks find themselves because of the 
regulatory laws under which their accounts are 
kept, and authorizes banks to keep duplicate sets 
of books with respect to buildings and equipment 
and the depreciation thereof; one set to comply 
with the state laws and one to which the revenue 
agent may check the tax returns.
If, since December 31, 1917, a corporation sold 
any of its capital assets to another corporation and 
the stockholders of the selling corporation were 
thereafter in control of 80 per cent of the stock of 
the buying corporation, the value of the property 
for the purpose of determining gain or loss or 
depreciation shall be the same as it would be in 
the hands of the transferor, plus or minus any 
gain or loss recognized to the transferor in the 
year in which the sale was made. Where the
(Continued on page 94)
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A Problem in Annuities
By Leroy L. Perrine, Ph.B., B.C.S., C.P.A. (N. Y.), Pace graduate, member of the American 
Institute of Accountants, with Haskins & Sells, Los Angeles.
SOMETIMES a problem arises in accounting of which the following is an example:
“Mr. A desires to borrow $5000.00. He is prepared to pay 
it off by making a payment of $500.00 per month, which 
amount is to include interest. How many payments will he 
be required to make before he has paid back the sum loaned 
him plus interest, the rate being per month?”
It will be seen at once that the number of periods 
will be slightly more than ten, since the amount 
of the interest involved is comparatively small. 
Usually the number of periods is much greater, 
perhaps fifty or sixty or more. In this particular 
case, the number of periods has been purposely 
made small in order that the proof of the answer 
subsequently made, may have a small number of 
computations. The mathematical formula for the 
solution is the same no matter whether the number 
of periods is ten or one hundred.
Problems of this nature are found in connection 
with instalment sale contracts, especially with 
respect to real estate, automobiles, pianos, and the 
like. In one class of these contracts, there is 
usually a certain amount paid on account at the 
beginning and then a fixed portion of the principal 
is paid off periodically, usually monthly, plus 
interest on the balance of the principal. The 
number of periods involved in this class of con­
tracts is merely a matter of arithmetic, ascertained 
by dividing the principal unpaid at the beginning 
by the periodical partial payment made on the 
balance. The second class of contracts stipulate 
a certain amount paid down at the outset, the 
balance to be paid off by equal periodical instal­
ments, including interest. It is this class of con­
tracts of which an example was given at the be­
ginning of this article, although in this particular 
example reference is made to a loan instead of to 
an instalment sale contract. The principle in­
volved, however, is the same in either case.
The solution of the example cited is as follows:
Let A = the periodical payment (or an­
nuity)
Let P.W.A. = the present worth of the series 
of payments
Let n = the number of payments 
and Let r = the rate of interest per period.
Substituting these values in the formula, we 
obtain
5000 = .005
whence 25 = 500(1 —
.05 = 1
- .95 =
1
1.005n 
1  
1.005n
.95 = 11.005n
Taking the logarithm of both sides, we obtain 
log .95 = log 1 — n (log 1.005)
hence - .022,276,395 = 0 - .002,166,062 n 
.022,276,395
n = .002,166,062 
n = 10.284
Proof of the correctness of this result is shown 
in the following table:
Period
Balance at 
Beginning 
of Period
Interest 
during Period 
at ½%
Payment 
at End of 
Period
Amortization
during
Period
Balance 
at End of
Period
1 $5,000.00 $25.00 $500.00 $475.00 $4,525.00
2 4,525.00 22.63 500.00 477.37 4,047.63
3 4,047.63 20.24 500 00 479.76 3,567.87
4 3,567.87 17.84 500 00 482.16 3,085 71
5 3,085.71 15.43 500.00 484.57 2,601.14
6 2,601.14 13.01 500.00 486.99 2,114.15
7 2,114.15 10.57 500.00 489.43 1,624 72
8 1,624.72 8.12 500 00 491.88 1,132.84
9 1,132.84 5.66 500.00 494.34 638.50
10 638.50 3.19 500 00 496 81 141.69
.284 141.69 .20 142.00 141.80 .11
Italicized figure indicates a slight overpayment of eleven cents.
The last payment as indicated in the period column as .284 is only a partial period 
payment. This figure plus 10 or the number of full payments indicates that 10.284 
payments were made and is the same as that stated above for n.
The necessity for solving the algebraical formula 
may be avoided if proper annuity tables are at 
hand. Unfortunately very few of these tables 
contain statistics based on periodical rates lower 
than 1%. In the example given above the 
periodical rate was  ½%.
Let us assume that this rate was 3% instead of 
½% and that the other facts remain the same. A 
present worth of $5000.00 and an annuity of $500.00 
is in the same proportion as the present worth of 
$10.00 and an annuity of $1.00. Consulting a 
table showing the present worth of $1.00 at the 
end of each period we find that the present worth 
for twelve periods at 3% per period is $9.9540. 
Hence we can easily see from this table that the 
answer which we desire is slightly over twelve 
periods. The result computed by the algebraic 
formula given above is 12.067 periods.
A 1 - (1 + r)n
rThen P.W.A. =-
In this particular case, 
P.W.A. = $5000.00
A = $500.00 
r = ½% or .005
1
1.005n
500 1 - 11.005n
Page 86 Pace Student May
Thoughts on Sentence Construction
By Edward Talvensaari, Graduate of Pace Institute, New York
THE ability to combine words into unified, coherent, and forceful sentences is essential to the clear and precise expression of one’s 
thoughts. This ability is fully as essential to 
proper expression in English as the possession of a 
large vocabulary. In this article, the purpose is to 
discuss, in the interest of better English, a few 
phases of this important subject.
Individual words are the smallest unit in the 
construction of sentences. Words, however, must 
be combined to make complete sentences. These 
word combinations include independent and de­
pendent clauses and phrases of various types. 
The simplest complete sentence must contain an 
independent clause, which, in turn, must contain a 
subject and a predicate; as, John writes. Inas­
much as a subject and a predicate are necessary 
in every complete sentence, the most important 
words of a sentence should usually be included in 
the subject and the predicate; and inasmuch as 
each sentence must contain at least an independent 
clause, the most important idea to be expressed in 
a sentence should be stated in the independent 
clause.
A writer or speaker, in expressing his thoughts, 
has certain main ideas that he wishes to stress and 
ideas of less importance that he wishes to mention 
incidentally. The main ideas should be expressed, 
as a rule, in independent clauses; and the subordi­
nate ideas should be expressed in dependent clauses 
or in phrases.
Suppose, for example, that you have the follow­
ing ideas in respect to a person in mind: that his 
name is John Brown, that he is twenty years old, 
and that he is a student at Pace Institute. Sup­
pose, further, you wish to state particularly that 
John Brown is a student at Pace Institute and 
incidentally that he is twenty years old. One 
way of accomplishing this result is by stating the 
main idea—that John Brown is a student at Pace 
Institute—in an independent clause, and by stating 
the idea of less importance—that John Brown is 
twenty years old—in a relative clause. The 
sentence so constructed would read as follows:
John Brown, who is twenty years old, is a student 
at Pace Institute.
Suppose, however, that you wish to state particu­
larly that John Brown is twenty years old and 
incidentally that he is a student at Pace Institute. 
In this instance, the fact that John Brown is 
twenty years old might be expressed in an inde­
pendent clause, and the fact that he is a student 
at Pace Institute in a relative clause. The sentence 
would read as follows:
John Brown, who is a student at Pace Institute, 
is twenty years old.
Suppose, further, that you consider both the fact 
that John Brown is twenty years old and the fact 
that he is a student at Pace Institute equally 
important. In this event, the two ideas should be 
expressed in such a way that they will have 
equally important positions in the sentence. 
This can be accomplished by including the ideas 
in a compound predicate. The sentence so con­
structed would read as follows:
John Brown is twenty years old and is a student 
at Pace Institute.
Suppose, as a further illustration, that you wish 
to state in a single sentence that Mr. Smith has 
gone on a hunting trip and that a number of his 
friends have gone with him. If your purpose is to 
inform principally that Mr. Smith has gone on a 
hunting trip, and incidentally that a number of 
his friends have gone with him, your sentence 
could be constructed as follows:
Mr. Smith, together with a number of his friends, 
has gone on a hunting trip.
If, however, you wish to emphasize the fact 
that both Mr. Smith and a number of his friends 
have gone on a hunting trip, the sentence should 
be so constructed that Mr. Smith and his friends 
will have equally important positions in the sen­
tence. In this instance, this could be accomplished 
by making the subject of the sentence compound. 
The sentence follows:
Mr. Smith and a number of his friends have gone 
on a hunting trip.
In the first sentence that follows, note that stress 
is laid on the letter of the editor and that the reply 
of the attorney general is mentioned incidentally. 
In the second sentence, both the letter of the editor 
and that of the attorney general are made equally 
important. The sentences follow:
The letter of the editor, together with the reply 
of the attorney general, is given hereinafter.
The letter of the editor and the reply of the 
attorney general are given hereinafter.
Note that in each of the two preceding illustra­
tions the verb in the first sentence is singular and 
in the second sentence plural. This is in ac­
cordance with the rule that a verb should agree 
with its subject in person and number.
Make sure that the subject of a sentence names 
the thing you are talking or writing about. In 
the following sentence, notice the lack of clearness 
because the term “book value,” the thing written 
about, is placed in a phrase following the word 
“determination,” which is the subject of the 
sentence, but which is not the thing written about. 
In the second sentence the defect is corrected. 
The sentences follow :
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The foregoing determination of the book value 
of the stock will’ also be its actual value if the 
balance sheet reflects existing financial condition.
The book value of the stock, when determined 
in accordance with the foregoing, will also be its 
actual value if the balance sheet reflects existing 
financial condition.
Avoid as much as possible the use of the expres­
sions it is, there is, and there are in sentences. 
These expressions are commonly used to begin 
sentences, but they are frequently found within 
sentences. The use of these expressions is likely 
to make a sentence weak because usually an 
important idea is unnecessarily thrown into a 
subordinate position in the sentence.
Weak: It is believed that the accounting records 
of a collector’s office will be of general interest to 
every accountant and student of business.
Better: The accounting records of a collector’s 
office, we believe, will be of general interest to every 
accountant and student of business.
Weak: As previously explained, there are 
thousands of remittances received which can not 
be identified and posted to any definite account.
Better: As previously explained, thousands of 
remittances are received that can not be identified 
and posted to any definite account.
Weak: There are boys in the school who deserve 
the time and attention you are giving them.
Better: In the school are boys who deserve the 
time and the attention you are giving them.
Better: Many boys in the school deserve the 
time and the attention you are giving to them.
Weak: If there is anything I can do for you, 
kindly let me know.
Better: If I can do anything for you, kindly let 
me know.
Better: Let me know if I can do anything for 
you.
Weak: There are many technical phases of ac­
countancy that are of interest to special groups.
Better: Many technical phases of accountancy 
are of interest to special groups.
As a general rule, place modifying words, phrases, 
and clauses as near as possible to the words they 
modify. Unless this is done, the sentence is likely 
to be confusing and may convey a meaning en­
tirely different from the one intended. The fol­
lowing sentences will illustrate this principle of 
sentence construction:
Bad: This distinction can be made without 
keeping many able accountants engaged in private 
employment outside the pale of professional 
accountancy.
Better: This distinction can be made without 
keeping outside the pale of professional ac­
countancy many able accountants engaged in 
private employment.
Bad: Would it be possible for you to visit our 
assembly Friday morning, January 17th, at 8:30, 
and talk to our boys and girls on the anniversary 
of Franklin’s birthday?
Better: Would it be possible for you to visit 
our assembly and talk to our boys and girls at 
8:30 Friday morning, January 17th, the anniversary 
of Franklin’s birthday?
Bad: We have read your letter of recent date 
with a great deal of interest asking for prices 
on our goods.
Better: We have read, with a great deal of 
interest, your letter of recent date asking for 
prices on our goods.
If you have two or more ideas of a like nature and 
of about the same importance that you wish to 
express in a single sentence, express those ideas 
in clauses or in phrases of similar construction. 
Sentences so constructed can easily be followed, 
and the ideas will plainly stand out to the reader. 
This principle of sentence construction is called 
“parallel construction.” In the following sen­
tences notice how much plainer the sentences con­
structed in accordance with this principle are 
than the sentences not so constructed:
Bad: As so many other organizations are pro­
moting lecture and musical courses now, and 
because of the necessary increase of the cost of 
suitable lecture courses, I recommend discontinuing 
the practice of giving a lecture course annually.
Better: Because so many other organizations 
are promoting lecture and musical courses, and 
because the cost of such courses has increased 
greatly, I recommend that the practice of giving a 
lecture course annually be discontinued.
Bad: The term “export procedures,” to one who 
has had no connection with the export trade 
would seem to portray a great many intricate 
problems and details; whereas, in reality, it means 
only an amplification of the ordinary domestic 
bookkeeping, together with some dealings in 
foreign exchange.
Better: The term “export procedures,” to one 
who has had no connection with the export trade, 
no doubt, would portray a great many intricate 
problems and details; whereas, the term, to one 
experienced in export trade, would portray only an 
amplification of the ordinary domestic procedures, 
together with some dealings in foreign exchange.
In this article, only a few phases of sentence 
construction have been given. Many other mat­
ters, such as pronouns and their antecedents, 
redundancy, the correct uses of the nominative 
and the objective cases, and the like, have not 
been considered. If, however, the suggestions 
given are followed, much will be accomplished 
in the construction of clear and precise sentences.
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A big drive is now being made against the credit crook. The statements reproduced on this and the 
following page are reprinted from Letter-Bulletin 3 on Credit Frauds, printed and distributed by the 
Bureau of Public Affairs of the American Institute of Accountants, for which they were expressly pre­
pared. These statements, prepared by eminent legal authorities—one a Federal Judge, and the other a 
well known practitioner of law—will be of particular interest to business men and accountants. Letter- 
Bulletin 3 is issued as a part of the campaign against credit criminals.—The EDITOR.
Fraud Due to Lack of Verification
By Hon. J. W. Thompson, Judge of the United States District Court, Eastern District of Penn.
ANY conclusions I have drawn concerning the class of financial crime known as credit frauds is based entirely upon my observation of 
cases tried before me in the Federal Courts. The 
acts which are ordinarily the basis of criminal pro­
ceedings in a Federal Court are quite well defined 
in the Bankruptcy Act as cause for refusing a dis­
charge in bankruptcy where the bankrupt has 
“obtained money or property on credit upon a 
materially false statement in writing made by him 
to any person or his representative for the purpose 
of obtaining credit from such person.”
In order to successfully prosecute one who has 
committed such act in a Federal Court, the offense 
charged must be one concerning which Congress 
has power to legislate and has under such power 
prohibited by statute. Recourse has, therefore, 
been had to the Act of Congress imposing fine or 
imprisonment or both upon “whoever having de­
vised or intending to devise any scheme or artifice 
to defraud or for obtaining money or property by 
means of false or fraudulent pretenses, representa­
tions, or promises . . . shall for the purpose of 
executing such scheme or artifice or attempting so 
to do” use the United States mails.
It has been in prosecutions under that Act and in 
applications for discharge in bankruptcy that my 
opportunities of observation have arisen. The 
charge in such cases has ordinarily been the obtain­
ing of credit by means of false financial statements 
concerning assets and liabilities, furnished to banks, 
manufacturers, wholesalers, or jobbers, in order to 
obtain credit by one who afterwards was petitioned 
into bankruptcy. It will be observed, however, 
that prosecution for the offense would be equally 
available if bankruptcy had not intervened pro­
vided the mail was used in execution of the fradu­
lent scheme.
I think I am safe in saying that in all of such 
cases tried before me, where it has appeared that 
credit was extended upon the faith of false state­
ments, over-estimating assets, and under-estimat­
ing liabilities, the falsity of the statement might 
have been ascertained when the statement was 
received if the creditor had made even slight effort 
to ascertain the truth. In no instance which I have 
been able to recall was any attempt made to verify 
the facts by examination of books or by requiring 
trustworthy references concerning the financial 
standing, responsibility, or reputation for fair 
dealing of the applicant for credit. In some in­
stances, it has appeared that the applicant had a
rating with a mercantile agency to which he was 
not entitled and which he would not have had if 
the mercantile agency had made a painstaking and 
careful investigation. In some instances, however, 
it was shown that the defendant had assets sufficient 
to justify the extension of credit at the time the 
statement was made and the statement, therefore, 
was not itself false but was immediately followed 
by the disappearance of assets, and bankruptcy. 
The intention to defraud was, therefore, to be 
drawn from those facts closely following the ob­
taining of merchandise or loans upon the faith of 
the financial statement furnished. It frequently 
occurs also that, before creditors can, through the 
process of the bankruptcy court, obtain access to 
the defendant’s books, they have been secreted or 
destroyed and the plea is then set up that no regular 
accounts have been kept. In other cases, the ac­
counts themselves are falsified with the intent that 
bankruptcy shall shortly follow.
It would seem superfluous to suggest to ac­
countants that frauds perpetrated through credits 
obtained upon false financial statements could 
readily be diminished or perhaps entirely avoided 
if, before extension of credit based upon a financial 
statement, the bank or merchant required an 
examination of the applicant’s books. While that 
might not prevent the fraud if it was intended that 
it be perpetrated by diversion and concealment of 
assets, yet it would supply evidence from which the 
real condition of the defendant’s affairs at a given 
date could be proved in court. Knowledge by one 
contemplating fraud that the true condition of his 
affairs at a certain date would be readily susceptible 
of proof through the testimony of those who had 
audited his accounts, would, no doubt, deter an 
applicant for credit from proceeding further with 
his fraudulent purpose.
I believe, however, that the desire to avoid 
losing a customer or to obtain a new customer and 
making a sale in the active competition between 
merchants is too frequently the cause of extending 
credit without due care to ascertain the true state 
of the applicant’s credit status. The attempted 
fraud induced by the cupidity of the intended 
purchaser would, in my opinion, have usually been 
fruitless, if the seller had restrained his desire to 
make a sale to an old customer or obtain a new one 
until he had used ordinary diligence in obtaining 
information of the buyer’s affairs. He could there­
by save himself from the results of that lack of 
due care under the circumstances which is termed 
negligence.
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Better Business Morals Will Reduce Credit Frauds
By Hon. Edgar Watkins, of Georgia Bar
INDUCING another to act to his injury on a false conception, which he has been led to be­lieve is true, is fraud. Fraud is actual or con­
structive, moral or legal, but such distinctions have 
no practical value, because neither the extent of 
the loss nor the civil remedy of the injured party is 
affected by the kind of fraud. Silence may, under 
some circumstances, constitute fraud, and an 
erroneous statement recklessly made for the pur­
pose of causing action may be a legal fraud equally 
injurious to the person deceived as a deliberate 
falsehood.
Credit is extended upon the expectation that the 
credit will be liquidated; and when representations 
or silence, when there is a duty to speak, arouse 
such expectation, when the truth would show no 
reasonable basis therefor, there is what may 
properly be designated as a “credit fraud.”
This species of fraud, for which there are civil 
remedies and which frequently constitutes a viola­
tion of a criminal statute, probably is more gener­
ally indulged in by men in business than any other 
kind. One of the chief causes of the prevalence of 
this kind of fraud is the lack of moral understand­
ing. It requires some ethical training to appreciate 
the fact that the failure to speak when it is known 
that silence will deceive to another’s hurt, is 
morally as reprehensible as an expressed untruth. 
Observation convinces me that many business men 
are guilty of credit frauds without fully compre­
hending that what they are doing is immoral.
The man who carries on his ledger and puts in 
statements on which he expects others to extend 
him credit, receivables at a valuation known to 
him to be excessive, frequently soothes his con­
science with the notion that he possibly may 
collect the stated value. He who sees his business 
gradually tending towards insolvency, cherishes the 
hope that the tide may turn and intentionally 
withholds the facts when morally it is his duty to 
speak. Property is overvalued because an elastic 
conscience argues that value is an opinion based 
upon a demand which is not susceptible of measure­
ment. It is rarely expected that contingent lia­
bilities and accommodation indorsements are to 
result in loss and so their existence is concealed. 
These illustrations, typical of others that could be 
stated, might be called moral frauds, because they 
usually are not within the pale of the penal laws.
There are, of course, many instances of frauds 
which are also crimes. That nothing should be 
concealed and that everything stated should be 
true in a property statement made as a basis for 
obtaining credit is but a truism. If the question of 
the existence of contingent liabilities is asked in 
such statement the answer must be true, otherwise 
there is fraud which may be punished as a crime. 
When a statement is made that particular property 
is owned, that no other than stated liabilities exist,
the falsity of such statements may constitute a 
crime justifying a prosecution; but when opinions 
are expressed, even though the opinion is not 
believed to be correct, there is practical impossi­
bility of any penal action, for the inner motives of 
a man’s soul cannot be known or proved.
The prevention of credit frauds, and here as 
elsewhere I am stating the result of professional 
experience, is of two kinds. Primarily and of the 
greatest utility is the promotion of higher ethical 
standards. No business man and no lawyer with 
as much as twenty-five years’ experience but has 
seen striking improvement in business morals. The 
American Institute of Accountants, the National 
Association of Credit Men, the American, state and 
local bar associations and trade organizations have 
done much to raise the standards of business and 
of the legal profession. Codes of ethics have been 
promulgated and these arouse a moral complex 
which has its influence for good on members of 
such institutes, associations and organizations. A 
continuance of this work and an enlargement of 
the scope of these cooperative organizations will 
tend to lessen the extent of that species of fraud 
which penal statutes cannot reach.
There are species, however, the product of minds 
knowingly criminal. Deliberate false statements 
and conscious suppressions of truth when duty 
requires and the law demands that the whole truth 
be spoken can be reached only by the application 
of the criminal statutes. Here there is a positive 
duty of the injured party. He owes it to society to 
prosecute these kinds of fraud, even at personal 
loss to himself. The fraudulent bankrupt should 
not be permitted to obtain a discharge and the 
criminal should not go unpunished.
Von Jhering, “Struggle for Law,” may here be 
appropriately quoted. He says:
“If I were called upon to pass judgment on the practical 
importance of the two principles: ‘Do no injustice,’ and: 
‘Suffer no injustice,’ I would say that the first rule was: 
Suffer no injustice, and the second; Do none!
“The defense of one’s concrete legal rights, when these 
rights are attacked, is a duty of the individual whose rights 
have been invaded, not only to himself, but also to society.
. In defending his legal right he, at the same time, 
defends the law, and in the law that public order which is 
indispensable, who can deny that, in defending them, he
fulfils a duty to the commonwealth?”
By teachings which will arouse inactive con­
sciences and which will promote moral training 
much of what may find excuses for will be elimi­
nated, and by vigorous prosecution and active op­
position to the accomplishment of fraudulent 
schemes, the fear of punishment will lessen the 
commission of criminal frauds.
Education of the conscience will lessen frauds 
which are committed by the weak and thoughtless, 
while the fear of punishment will restrain the 
knowingly criminal.
Pace Student
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The Editor’s Letter Box
READERS of The Pace Student will, we are sure, be interested in correspondence between Mr. Wil­
liam J. Kenney, graduate of Pace Insti­
tute, Boston, and Mr. Homer S. Pace. 
Mr. Kenney’s letter is as follows:
“I have just completed reading, with 
much interest, in the February issue of 
The Pace Student, your instructive 
article ‘Will the Profession of Ac­
countancy Become Overcrowded?’
“As one who is intensely interested 
in accountancy, both public and private 
practice, and who has a great desire for 
further enlightenment, may I venture 
to express my views on this subject? 
You ask the question, ‘Why is it difficult 
to obtain and hold supervising account­
ants?’ My answer to this question is 
that there are two reasons: First, the 
profession has never been able, with 
few exceptions, to select the right men. 
Second, for the invaluable service ren­
dered by an accountant, the compensa­
tion is much too small. With these 
reasons remedied, do you not believe 
the profession will always be well 
equipped?
“Being fully qualified in every manner, 
the writer has been trying to enter the 
profession, but can not for no reason 
other than that my services might be 
too valuable to the interests of the 
profession.”
In reply to the foregoing letter, Mr. 
Pace wrote as follows:
“I imagine there is considerable truth 
in what you say that the profession of 
accountancy is not able to select the 
right men. Certainly many good men 
have been Overlooked, and many misfits 
have been employed. On the whole, 
however, accountancy is doing pretty 
well and is steadily developing in every 
community in the country. It is a new 
profession, and one must give it time.
“With regard to the compensation 
being too small for the invaluable service 
rendered by the accountants, I am not 
clear whether you mean that the fees 
of the employing accountants or the 
salaries paid by employing accountants 
to their assistants are too small. As to 
fees, they range from very modest ones 
to very large ones. I noted recently 
that one practicing accountant made an 
income tax payment last year largely 
in excess of $100,000. Notwithstanding 
this, I happen to know that many of his 
employees are paid very liberal salaries.
“So far as the matter of salaries paid 
to assistants in accountancy practice 
offices is concerned, they are more 
liberal, I believe, than the salaries paid 
to professional assistants in the other 
professions—much more so than in law 
and engineering. One must appraise 
rather highly the value of the training 
received by the assistant—there comes 
a time usually when this training pro­
duces very satisfactory returns.
“Many a man who is earning a con­
siderable salary could ill afford to give
it up for the purpose of taking a law 
course, a medical course, or an engineer­
ing course with a view of engaging in 
practice after the completion of the 
course. He would have to consider the 
expenditures of time and money neces­
sary to take his course and also the lean 
earning period that would necessarily 
come in the early years of his practice.
“In accountancy, a somewhat similar 
condition obtains with respect to going 
into practice, although the spread be­
tween what one can earn as an assistant 
and what one can otherwise earn would 
not be as great as in any other profession.
“The study of accountancy, however, 
has the great advantage that the pos­
session of the knowledge usually aids 
one substantially in private employ­
ment, and it is not necessary for him 
to go into public practice in order to 
reap substantial dividends on his voca­
tional investment.
“After all, one can not travel two 
vocational roads at once. If one wants 
to be a lawyer or a physician or an ac­
countant, he has to embark upon the 
particular profession. He should make 
the choice because he is determined to 
do the work, and he must be willing to 
accept whatever legitimately comes to 
him in the way of compensation for his 
professional services. If he is to be 
haunted and made unhappy by the 
feeling that he is losing income, he 
should not be in the profession.”
THE following correspondence be­tween a former student of Pace Institute and Mr. Homer S. Pace will be of interest to many readers of 
The Pace Student who are interested 
in entering the public practice of ac­
countancy:
“I trust you will not think that I am 
taking unwarranted liberties in writing 
to, you personally, but the subject of this 
letter is of vital importance to me.
“You will find my name in the student 
records of Pace Institute as having com­
pleted the courses in June, 1923.
“Recently I applied for a position as 
junior accountant with one of the largest 
and best-known accountancy practice 
institutions in the country. In the 
course of the interview with their person­
nel manager, I told him that I had com­
pleted the Pace Course and had gradu­
ated from a city high school, but that I 
hold no university degree. I was quite 
surprised when he informed me that, 
although a Pace man, I would be con­
siderably at a disadvantage in the ac­
countancy profession without a college 
diploma. He recommended that I 
matriculate into one of our colleges and 
obtain my B.C.S. if I wanted to make 
any progress in the profession. There­
fore, I am writing to you to find out 
whether this gentleman expressed an 
actual existing fact, or whether it was 
merely his opinion and preference. If 
you agree that the additional expendi­
ture of time and money that was sug­
gested to me is necessary for success in 
this field, I am prepared to continue my 
education in this way, but I am natur­
ally anxious to learn your views on the 
subject before I take any action. I 
should also like to know, in the event of 
my entering college, whether you would 
recommend my retaining a commercial 
position during this time, or whether it 
would be advisable for me to enter the 
service of a public accountant.
“I hope that you will give this letter 
your consideration, and I assure you that 
I await your answer with very great 
interest and anticipation.”
The Editor’s reply was as under:
“Your letter of February 26th is 
received. The personnel manager to 
whom you refer was probably expressing 
his opinion, and you should appraise it 
for whatever you consider it to be worth. 
He, no doubt, was entirely sincere and 
expressed his own viewpoint. A few 
concerns in the United States employ' 
only college men for positions of a certain 
type. The vast majority of employers 
impose no requirement of this sort—in 
fact, it would be quite impracticable for 
them to do so.
“Many hundreds of Pace graduates 
have attained prominence in accountancy 
and in business without having taken 
university courses. Still others have 
possessed general academic college train­
ing, and not a few have taken a uni­
versity evening course in accountancy 
and business administration. I can re­
call a considerable number who had 
taken such a course, and who had ob­
tained the degree of B.C.S. before 
enrolling in the work of Pace Institute. 
A graduate of Pace Institute, no doubt, 
would obtain much additional informa­
tion and many new viewpoints from 
taking such a course of study, and the 
same could be said with respect to the 
students who, after taking Such a uni­
versity evening course, have taken the 
work of Pace Institute.
  “In my personal judgment, it is not 
necessary for a graduate of Pace Insti­
tute to take such a course, so far as 
preparation for the practice of accoun­
tancy is concerned. I base this judg­
ment on the record of the vocational 
results achieved by thousands of students.
“I am sorry that you have not com­
pleted your work in the Institute. Full 
compliance with the requirements of the 
Institute and the possession of the 
graduation credential would make a 
considerable difference in your standing, 
and I think it is unfortunate for you to 
stop just short of obtaining a credential. 
You should remember that no examina­
tion in accountancy given by any state 
or professional society is, on the whole, 
more comprehensive or rigorous than the 
one set by the Institute. A number of 
students who are in your position have 
not been willing to stand this rigorous 
test, and, of course, they naturally do 
not have the same standing as do oust 
graduates.”
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READERS of The Pace Student will, no doubt, be interested in correspondence that recently took place between an advanced student at 
Pace Institute, and Mr. Homer S. Pace. 
The inquiry was as follows:
“1. I prefer the private practice of 
accountancy, but I was told by several 
persons that it would pay to work for 
the C.P.A. because organizations would 
give preference to the C.P.A. title in 
employing an accountant for private 
practice. My opinion is that by the 
time one has qualified for the C.P.A. 
certificate, he could have enough private 
practice of accountancy to be equally 
acceptable to the employing organiza­
tion, if not preferable, since the private 
practice would be more in line with the 
work they want done. May I ask your 
opinion as to the best course to be taken 
by one preferring the private practice?
“2. Does the three-year course answer 
as three of the five years’ practice re­
quired for the C.P.A. certificate?
“3. May the candidate for the C.P.A. 
certificate work under a C.P.A. who is 
working for a particular organization 
rather than for his own clients? In 
other words, would the candidate be 
working for the auditor or for the 
particular firm, and would such auditor’s 
work be called ‘actual practice?’
“4. If the candidate is employed by a 
firm of accountants, only one of the part­
ners of which is a C.P.A., does that meet 
the requirement of working for a C.P.A.?
“Early information on these matters 
would be greatly appreciated.”
In reply to the foregoing letter, Mr. 
Pace wrote as follows:
“With regard to your first question: 
Many of our students, in fact, the 
majority, do not enter the public practice 
of accountancy. They take the course 
for the purpose of preparing themselves 
for the work of the executive accountant 
in private employment, and many 
thousands of them have advanced into 
positions of responsibility and large 
remuneration without obtaining the 
certificate of certified public accountant. 
The way is still open, and there is no 
reason, so far as I know, why you should 
not stay in private employment. Five 
years’ experience in public practice 
enables one to acquire experience and a 
breadth of view that one can not ordinar­
ily obtain in business employment. The 
possession of such experience enables 
one to choose, on the basis of having a 
great deal of information, between pub­
lic practice and private employment. 
These advantages lead many young men 
into public practice. The choice of the 
vocational roads is a matter of personal 
choice and if you prefer business em­
ployment, and you have immediate 
opportunities that are favorable, there 
is no vital reason why you should travel 
by way of the C.P.A. route.
“With regard to your second question: 
I have seen no ruling with respect to 
whether or not study at Pace Institute 
is accepted in lieu of practical experience. 
My impression is that it would not be 
accepted, because Pace Institute is a 
private school without degree-granting
powers or other academic rating. The 
matter seems to be one of importance, 
but, in fact, in my judgment, it is of 
lit le practical consequence. Any prac­
ticing accountant will tell you that five 
years’ experience is the minimum time 
in which you can qualify acceptably for 
the performance of the work of a senior 
accountant. The C.P.A. certificate is 
of real value only when it is supported 
by the developed ability of the one who 
possesses it, and nothing short of the 
five years’ experience will build for you 
satisfactory ability.
“With regard to your third question: 
My impression is that it would not suffice 
for you to obtain experience under a 
certified public accountant who is work­
ing as a controller, auditor, or other 
employee of a business organization. 
Experience must be in public practice 
of accountancy.
“With regard to your fourth question: 
My impression is that if you were 
employed by a firm of accountants in 
which only one of the partners was a 
certified public accountant, the certifi­
cate of the certified public accountant 
that you had been under his supervision 
and direction would answer the require­
ment. In any event, I have often given 
acceptable certificates to my own as­
sistants, notwithstanding the fact that 
my brother Charles A. Pace is a member 
of our firm although he is a lawyer and 
not a certified public accountant.
“Clear up your problem by deciding, 
first, whether you want to become a 
public accountant or develop as an exec­
utive accountant in private employment. 
If you want to become a public account­
ant, seek employment with a reputable 
practicing accountant or firm of ac­
countants, and square yourself away for 
at least five years’ experience. The 
matter of obtaining the C.P.A. certificate 
will then be an incident, and you will 
qualify in due time as a matter of course. 
If you want to stay in private employ­
ment, disregard public practice and the 
matter of obtaining the certificate 
altogether and devote yourself energeti­
cally to doing the things that will be of 
direct use to you in the line of work in 
which you find yourself placed.”
THE following correspondence, per­taining to wholesale commodity and other price indices and to the work of the leaders in economic thought, 
between a Washington student of Pace 
Institute and Mr. Homer S. Pace, will 
be of interest to readers of The Pace 
Student. The letter received is as 
follows:
“In my work with the Public Utilities 
of Washington I have very often been 
brought in contact with the Department 
of Labor wholesale commodity price 
indices, as well as the indices compiled 
by Babson, The Annalist, Dun, and 
Professor Irving Fisher.
“You are no doubt aware of the value 
and importance of these economical 
studies; and of the use to which they 
were put in the past. As my work en­
tails a study of the orders and opinions 
of the public service commissions all over
the United States, I find that the use of 
these indices by public utilities in the 
various states is becoming more wide­
spread whenever the question of ‘fair 
value’ or replacement or reproduction 
cost is considered for rate-making 
purposes. A good New York example 
is the New York Telephone case, which 
you will find in Public Service Reports 
1923 B. In this case, the Telephone 
Company contended that a fair value for 
rate-making purposes would be the 
reproduction cost as at December 31, 
1922. They took the valuation as found 
in 1914 as a par (100%) value. The 
additions and betterments made since 
that date were also put in par values by 
dividing them by the index figures 
applicable to the year in which the addi­
tions were made. The total thus ar­
rived at (1914 value plus additions and 
betterments to December 31, 1922), 
expressed in 1914 or par dollars, was 
then appreciated to the value as ex­
pressed by the index figure for 1922. 
The book value of the plant and equip­
ment was thus appreciated by a consider­
able amount.
“I am not aware whether or not you 
include this subject in your accounting 
course, but, having heard one of your 
instructors recently ridicule Professor 
Irving Fisher ‘and his 1914 prices,’ I 
assume that you do not.
“My object in thus calling your atten­
tion to these price indices is one of 
friendliness toward Pace Institute, to 
which I am deeply indebted through the 
kindness of your Mrs. Pollard.”
In reply, Mr. Pace wrote as follows:
“I appreciate your very good letter of 
February 23d. The responsible heads 
of Pace Institute, and I presume all the 
members of the faculty as well, have a 
high regard for economic research and 
for the leaders in economic thought. 
Professor Fisher is undoubtedly in the 
latter class, and I personally have great 
regard for his opinions.
“I have personally had a good deal 
to do with economic research and with 
valuations. It may interest you to 
know that A. B. Stickney did the 
pioneer work with the American 
Bankers’ Association and with many 
state banking associations back in 
T901-4, inclusive, by which the basis, 
was laid for the Federal Reserve legis­
lation. As his assistant, I made the 
study of foreign banking and of our 
own system that led to the first bills, 
that were introduced in Congress on the 
subject, and which led ultimately to the 
enactment of the present law. I also 
was a co-worker with W. A. Somers in 
the valuation of real estate. As you 
may know, Somers’ method was largely 
adopted in the valuation of New York 
City real estate, which carries the highest 
values in the world, and the same 
methods have been used in many other 
cities in the country. I tell you all this 
in order to convince you that I am not 
only interested in matters of this kind 
generally, but that I have had very 
specific training in some of the most 
difficult problems with which economists 
grapple.
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“Of course, I do not accept all the 
ideas that are put out by the authorities 
you name—Babson, The Annalist, Dun, 
and Professor Irving Fisher. I could 
say the same if the list were extended 
to include fifty authorities. Every now 
and again an opinion is expressed that 
does not appeal to me, and once in a 
while one is propounded that I consider 
absurd.
“I feel sure that the instructor whom 
you quoted was expressing a personal 
opinion if he commented on Professor 
Fisher, and I imagine that he was merely 
voicing his non-agreement with some 
particular opinion expressed by the 
authority named. I feel sure that no 
instructor would question Professor 
Fisher’s standing as an authority or 
that he would attempt to ridicule him.
“Prophecy, at best, is a difficult art. 
The thing we call value is merely a 
consensus of opinion with respect to the 
worth of something. Here we have two 
of the most elusive things' in the world— 
future results and opinion, and it is 
little wonder that economists are not a 
unit in their views and that an occasional 
layman takes their economic tabloids 
with a grain of salt.”
THE following letter, written to a young man on the occasion of his graduation from college, by Mr. 
Homer S. Pace, will be of interest to 
many readers of this magazine:
“I congratulate you most heartily 
upon your graduation from the Univer­
sity. It has been a big undertakings— 
an undertaking now happily and suc­
cessfully concluded. For all time you 
are to be a ‘college man.’ This 
desirable status will bring you much 
favorable recognition, and it will impose 
upon you as well very definite responsi­
bilities.
“Far be it from me to lecture you.
One gets a full measure of that in high 
school and in college, as well as from 
one’s relatives and friends. Still, I 
desire to pass along to you one thought. 
It is this: If one acquires, by dint of his 
own effort and the help of his parents and 
of his college, a mental development that 
is above the average, the community is 
justified in expecting from him a work 
accomplishment that is also above the 
average. You should keep in mind, as 
a college man, this responsibility.
“It will not be necessary for you to set 
the river afire, as the homely old saying 
has it, during the next year or two. 
You can best make progress by per­
forming exceptionally well the common­
place duties of the position in which you 
work. Somewhere down the line, how­
ever, something worth while will present 
itself. When that time comes, if your 
college education has been properly 
supplemented by industry and proper 
habits of living, you will amply justify 
the time you have devoted to advanced 
academic study.
“I have profound respect for your 
father’s capacity for clear thinking and 
for his breadth of view. He is a wise 
counselor. You will do well to talk 
over with him freely all your personal 
problems. A mother can contribute an 
intuitive counsel that is quite beyond
the power of the father. You are 
extremely fortunate in having both a 
father and a mother with whom you can 
work and play, and to whom you can 
go for counsel.
“After all, in spite of my good inten­
tions, it has been quite a lecture. 
Please accept it, with my very best 
good wishes, for what it may be worth.”
Accurate Observation
FEW people realize fully the varying abilities of people with respect to accurate observation. It is often found, for example, in the event of an 
automobile accident, that the witnesses 
of the accident, testifying under oath, are 
not in accord as to the essential details, 
and often there are as many different 
versions as there are witnesses. Many 
, people with strong imaginations are 
likely to think that they saw things 
that did not occur, while at the other 
extreme will be found people whose 
observation is limited to one or a few 
things of a non-essential nature. Even 
in the absence of the excitement of an 
accident, the attention of people is 
likely to be directed to those things 
with which they have great familiarity.
An expert in horses will almost un­
consciously make a critical observation 
of every horse that comes within his 
view, while the expert in automobiles 
will see many things with respect to a 
motor car that the less trained person 
will fail to see. The artist, in looking 
at the face of a person, will see high 
lights and shadows and many details 
that would be entirely overlooked by a 
person without the artist’s training. 
These specialized capacities for obser­
vation are only partly a matter of 
natural ability and are, in the majority 
of instances, the result of education in 
the powers of observation in the particu­
lar line of work.
In business we find everywhere 
evidence of this special development of 
the power to observe with accuracy 
particular things. For example, great 
expertness is developed in the observa­
tion and judgment of the quality of 
diamonds and other gems; the scaler of 
lumber develops the capacity for rapid 
and accurate judgment of lumber with 
respect to grades; the worker in iron and 
steel develops a capacity to judge the 
quality of the metals by the color during 
the process of heating; the railroad 
superintendent develops the capacity to 
judge accurately of track conditions; and 
so on in many lines of specialized effort.
When we come to the more general 
judgments, however, those that have to 
do with the work of employees of many 
different classes, of the coordination of 
effort between departments and other 
divisions of work, of the movement of 
merchandise, products, and other busi­
ness traffic, it is much rarer to find the 
capacity for ready and accurate obser­
vation. There are relatively few people 
who can inspect a business or a depart­
ment or the conduct of an organization 
and form accurate conclusions as to the 
efficiency of the work and as to deficien­
cies and the means of remedying them. 
The problem is much more intricate
than the specialization to which reference 
was made, because of the great scope 
that must be covered and the lack of 
long and intensive training with respect 
to each one of the things that must be 
judged.
Develop, as a prime requisite to 
business or accounting success, the 
habit of quick and accurate observation. 
Do not look without seeing—do not 
content yourself with general impres­
sions. No amount of reasoning ability 
will suffice if it is exerted on the basis of 
incorrect facts.
Reviewing the
Receivables
THE purpose underlying the audit of accounts receivable, as in the case of all other assets, is to ascertain 
that the client’s figures represent an 
existing asset, correctly stated and prop­
erly valued. There are the further ob­
jects of finding out whether proper ac­
counting theories have been used in 
setting up the asset, and whether the 
accounts have been free from manipula­
tion during the period under review.
The exact nature and extent of the 
verification may depend on a number of 
governing factors. One is the nature of 
the engagement. In a verification of 
assets and liabilities, or a balance sheet 
audit, as it is frequently called, the ob­
jective probably would be simply a con­
firmation of the figures shown by the 
client’s books to be due from others at 
the balance sheet date, having in mind 
the character of items which may be 
included under the caption. A more 
detailed audit, on the other hand, prob­
ably would comprehend a review of the 
transactions for the period for evidences 
of manipulation and error. The sus­
picions of the auditor, either precon­
ceived or excited by incidents during the 
course of the engagement, would have 
considerable weight in arranging the 
audit program. Other factors may be 
the condition of the records, size and 
nature of the business, sales and collec­
tion policies, system of internal check in 
force, etc. Above all, the needs and 
wishes of the client and his willingness to 
pay for a detailed audit are not to be lost 
sight of.
Verification as to correctness of the 
client’s statement of receivables prob­
ably is in most cases the main feature of 
the procedure. Perhaps the most satis­
factory way to verify balances in cus­
tomers’ accounts is by confirmation from 
the debtors direct to the auditor. This 
has been opposed by a number of ac­
countants on the ground that most cus­
tomers will disregard statements and 
requests for confirmation sent to them, 
and will be more likely to take the matter 
up with the client’s bookkeeper in case 
of a difference. A preponderance of past 
experience, however, seems to have dem­
onstrated the usefulness of the confirma­
tion method in those cases to which it is 
applicable. It is almost certain to be 
laborious and expensive, however, and 
an understanding concerning its use 
should be had with the client before 
proceeding.
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Accounts receivable offer abundant 
possibilities for concealment of fraud— 
particularly in cases where one person 
controls cash records in addition to cus­
tomers’ accounts. Discounts or allow­
ances may be overstated. Charges to 
bad debts may be excessive. Cash from 
customers may be used for “overlap­
ping.” The control may be forced. A 
certain amount of scrutiny, which may 
be more or less detailed, is necessary 
therefore to assure the auditor that the 
accounts are free from manipulation, as 
well as from error.
The accounting phases of accounts re­
ceivable involve a number of considera­
tions. Usually it is desirable to review 
generally the adequacy and propriety of 
the accounting treatment of consigned 
accounts, instalment accounts, and hy­
pothecated accounts. For balance sheet 
purposes it is necessary to define the term 
“accounts receivable” as to inclusion or 
exclusion. Taken by itself it usually is 
understood to mean current receivables 
which will be liquidated in the ordinary 
course of trade. Questions as to whether 
amounts due from employes, claims 
against railroad companies, loans to offi­
cers, etc., should fall under the general 
caption probably should be settled in the 
light of the amounts involved, due dates, 
possibilities of collection, and the precise 
nomenclature used in the balance sheet.
Where merchandise has been con­
signed at cost prices, the auditor must 
decide whether such consignments should 
be shown in the statements at cost. 
Other problems may concern the proper 
position of reserves for doubtful ac­
counts, or for discounts; the correct way 
to reflect hypothecated accounts, etc. 
Some of the deciding factors may be the 
purpose of the report, and the effect vari­
ous combinations may have on ratios.
Passing on the valuation of receivables 
obviously is an important, also difficult 
task. As to trade accounts, aging of 
balances due often is of assistance to the 
auditor in determining the adequacy of 
the reserve. In connection therewith 
should be considered the ordinary terms 
of sale, activities of the credit and collec­
tions departments, and policies as to 
allowances. General conditions in the 
trade are often a pertinent factor. The 
value of amounts due from officers, affili­
ated companies, and other special 
sources usually can be appraised only 
by considering the circumstances sur­
rounding the origin of the accounts, and 
other special conditions.
Valuable and enlightening information 
frequently may be derived from con­
sidering the accounts receivable as re­
lated to other items in the balance sheet 
and profit and loss statement. Such may 
be sales, capital, and current assets par­
ticularly.—From Haskins & Sells Bulle­
tin, February, 1925.
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Inventory Certificates
THE moot question of whether there is merit in taking inventory certificates from clients may con­
tinue moot as an academic question to 
eternity. The practical aspect of the 
matter calls for prompter action on the 
question.
The practice of taking inventory 
certificates is a contribution to procedure 
made by our older and more experienced 
brethren, the chartered accountants. Its 
use in this country has been largely at the 
hands of accountants whose background 
of procedure was laid in Great Britain. 
American accountants have been some­
what backward in utilizing this protec­
tive expedient, on the theory that it has 
little practical value. The strongest 
argument against its use is found in the 
contention that an unreliable company 
official who would falsify or permit the 
falsification of an inventory, would not 
hesitate to sign a certificate in support 
thereof. Herein is found a second moot 
question underlying the major one at 
issue.
And there are other questions. Of 
what value is an inventory certificate 
unless it is signed by a responsible 
official? What personal knowledge have 
the officials of the company as to the 
detail facts of the inventory? If it is the 
function of the auditor to pass judgment 
on inventories, why should he attempt to 
place the responsibility therefor on 
company officials?
General questions of this character 
may not be answered without giving 
consideration to the terms and conditions 
under which inventories are reviewed by 
auditors. Probably it is safe to assert 
that not more than once in a hundred 
engagements does the auditor have the 
opportunity of inspecting quantities at 
the time the inventory is taken. Too 
frequently the size of the inventory and 
limitations of time and expense imposed 
by the client do not permit of more than 
a general testing of inventory factors and 
results. It is beyond the bounds of 
possibility for the auditor to satisfy 
himself that the inventory, in its en­
tirety, is the unencumbered property of 
the client. While the auditor is charged 
with possessing a reasonable amount of 
general business knowledge, he may not 
be expected to have all the technical and 
trade information which would enable 
him to pass on the question of obsolete or 
not readily saleable materials.
Any conscientious accountant who 
engages in public practice must expect to 
face certain difficult tasks and accept 
certain audit responsibility. If he is 
given the opportunity of verifying 
quantities and values and keeping estab­
lishment of the inventory figures under 
control until completed, there appears to 
be no reason why he should shirk any 
audit responsibility in the matter and 
render other than an unqualified certifi­
cate in so far as it affects inventories. If 
he is not afforded the opportunity stated, 
there is no reason why he should assume
responsibility which is not his.
The major reason, perhaps, for re­
quiring an inventory certificate grows 
out of the fact that accountants too 
infrequently are retained to take or 
supervise inventories. If this function 
were included in an engagement, there 
should be little necessity for requiring an 
inventory certificate. Under circum­
stances of small or simple inventories, 
where inspection and a reasonable degree 
of business intelligence would permit of 
judgment with regard to obsolete or not 
readily saleable goods, there would be 
little further need for an inventory 
certificate. But the cases in which 
accountants run afoul, so to speak, of 
falsification are not ones where the 
inventories are small and simple. They 
are not cases in which inventories have 
been taken under audit supervision. 
Instead thereof the amounts are large, the 
inventories are complex, and the re­
sponsibility for some of the important 
component parts thereof is likely to be 
assumed by client, banker, lawyer, or 
someone else who is involved in the 
proceedings. As to lack of encumbrance, 
it is humanly impossible for the auditor 
to satisfy himself. The use of all 
reasonable means at times fails to dis­
close a condition wherein a part of the 
inventory is affected by a lien of one kind 
or another.
The securing of an inventory cer­
tificate should not be used by the ac­
countant as an excuse for making his 
audit of the inventory any less thorough 
than he otherwise would make it. He 
should work independently, and should 
not substitute the word of others for his 
own investigation. An inventory cer­
tificate may be regarded only as a 
supplement to his own findings; a means 
of protection, as it were, to be used in 
case of necessity.
The time has arrived, apparently, 
when public accountants should lay aside 
some of the theoretical questions and be 
governed by the practical considerations 
which affect their work. An inventory 
certificate theoretically may have no 
value. A dishonest official may sign a 
certificate supporting a falsified inven­
tory. The president of a company may 
have no personal knowledge of the details 
making up the total to which he certifies. 
But where an accountant is confronted 
with an embarrassing situation and some 
of the important parties to the situation 
are disposed to criticize the accountant, 
because of the shortcomings of others, for 
the disastrous results for which he may 
be in no way to blame, an inventory 
certificate may have value comparable 
to that of a rare jewel. An accountant’s 
greatest asset is his reputation. If the 
taking of inventory certificates will help 
to protect his reputation, he should lay 
aside theoretical discussion and seize 
upon any honest and ethical measure 
which will preserve his professional 
standing.—From Haskin & Sells Bulle­
tin, February, 1925.
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Examination of Federal Income Tax 
Laws
(Continued from page 84)
percentage of control is less than 80 per 
cent, the best opinion seems to be that 
the new corporation could claim depletion 
and depreciation allowances on the values 
of the property at the time of reorgani­
zation, even though such values might ex­
ceed the cost of March 1, 1913, value to 
the predecessor company.
Obsolescence: Obsolescence falls
under the heading of depreciation and 
will be recognized where the tax­
payer is able to show by affirmative 
evidence that he had good reason to 
believe that it would be sustained within 
a determinable time. If land on which 
buildings are situated is purchased and 
the buildings are to be used in the busi­
ness for say four years, the value may 
be allocated as between the buildings and 
the land, and the value of the former 
•may be charged off over the period of 
four years, if the buildings are to be 
razed at the end of that period. If it 
is determined to take down a factory 
building within a period of five years its 
value may be charged off over the period 
from the time when it was determined to 
take it down and the time it was actually 
taken down. The determination to 
remove a building may be established by 
showing the plans, blueprints, contracts, 
etc., relating to the new building. If 
land on which there are buildings is pur­
chased and the buildings are taken down 
immediately, the purchase price of the 
property is regarded as the value of the 
land, and the cost of removing the build­
ings as part of the construction cost of 
the new building.
Depletion
 The established principles of accoun­
tancy are departed from in the provisions 
covering depletion. The owners of oil 
lands and mines are permitted to set up 
a discovery value which has no relation 
whatsoever to the cost of the property 
or the investment in it, but which is com­
puted on mathematical formulae based 
on geologists’ opinions of the recoverable 
quantities of oil or the ore in sight. This 
provision first appeared under the 1918 
law and was continued in the 1921 law 
and, with certain modifications, in the 
1924 law. Under the 1918 and 1921 
laws it is conceivable, and it happened in 
some instances, that the depletion 
charged off equaled the entire gross 
income. Under the 1924 law there is a 
limitation on the amount that may be 
charged off as discovery value in any one 
year; it must not exceed 50% of the 
gross income. Under the 1921 law it 
could not exceed 100% of the gross 
income. Under the 1918 law the sky 
was the limit. There is no limit to de­
duction of depletion on basis of cost.
There appears to have been an 
•economic reason for allowing discovery
value in the case of petroleum properties, 
During the war the government, wishing 
to encourage the search for oil, and to 
attract capital to petroleum properties, 
took this means of minimizing the tax on 
the income from oil properties and in 
this way making such investments 
attractive. The mining people suc­
ceeded in securing advantage for them­
selves of this provision. The owners of 
oil and mining properties acquired prior 
to March 1, 1913, are bound by value at 
that date unless they can show subse­
quent discoveries, or unless the original 
cost was higher than March 1, 1913, 
value, in which event, cost is used as a 
basis for depletion allowances.
Bad Debts
Under the 1918 and all prior laws tax­
payers were allowed to charge off only 
actual bad debts in the year in which 
they were ascertained to be worthless. 
Under the 1921 and 1924 laws, reason­
able reserves for bad debts may be set 
up, and the Commissioner is given power 
to say in this regard what is reasonable. 
Also, the uncollectible portion of debts 
ascertained to be worthless in part may 
be charged off.
If the reserve method for computing 
bad debts is used, all debts, when they 
are found to be worthless, must be 
charged against the reserve, and the 
reserve at the end of each year is brought 
up to an . amount estimated to be 
sufficient to cover any losses that may 
be sustained on accounts then open on 
the books
The taxpayer had an option in the 
year 1921 under the law of that year to 
elect to charge off actual bad debts as 
they were ascertained to be worthless or 
to adopt the reserve method. He is 
bound by his election, and if he wishes to 
change now he must obtain permission 
from the Commissioner.
Exchange of Property
Section 202 (c) of the 1921 law pro­
vided that no gain or loss is recognized 
from an exchange of property unless the 
property received in exchange has a 
readily realizable market value. The 
1924 law contains the same provision 
although the wording is somewhat dif­
ferent. According to Mr. Gregg of the 
Treasury Department, great difficulty 
has been experienced in administering 
this provision under the 1921 law. The 
Congress has made no change in the 1924 
law that will render administration any 
easier. A test as to whether a trans­
action of this kind is closed and taxable 
is the answer to the question—Has the 
property received in exchange a fair 
market value? If the answer is “No,” 
the transaction is not closed and is not 
taxable; if the answer is “Yes,” the
transaction is closed and taxable. There 
are certain exceptions to this rule enu­
merated in Section 203 of the law.
Capital Gain or Loss
Individuals are taxed 12½% on gains 
realized in the sale of capital assets pro­
vided the assets have been held for two 
years. Conversely, they may deduct 
only 12½% of losses sustained in the 
sale of capital assets. There is one 
curious feature in this provision of the 
law which I shall illustrate as follows: 
If an individual owns a thousand dollar 
bond and sells it for one dollar he is 
allowed to deduct only 12½% of the 
$999, whereas if he can show that the 
bond is worthless he is permitted to 
deduct the full thousand dollars at the 
regular tax rates. Many individuals 
and estates, proceeding on the theory 
that they have to establish a loss by an 
actual sale, are selling worthless secur­
ities by auction, and in doing this are 
taking a tax deduction of only 12½% of 
their losses when in fact they could 
deduct the entire loss from income other 
than capital gains.
Installment Sales
The Treasury Department will recog­
nize as gross income in the case of install­
ment sales the gross profit in the actual 
installments due and collectible in a 
given year. The taxpayer, if he had 
elected to use the cash or accrual basis, 
was bound by his election and could not 
change to the installment basis during 
the high tax years unless he secured per­
mission from the Commissioner of 
Internal Revenue, and I, personally, 
know of no case where this permission 
was granted. Conversely, if the tax­
payer had elected to use the installment 
basis he would have had to secure per­
mission to change to the cash or accrual 
basis, but as during the high tax years 
this would probably have resulted in his 
paying a much higher tax, I doubt very 
much if there are many such applications 
on record.
For the year 1922 and subsequent 
years taxpayers using the installment 
basis were permitted to change to the 
accrual basis provided all of the install­
ments due at the beginning of the year 
of change were set up as gross taxable 
income of that year, to which, of course, 
were added the sales for that year. 
There were many hard battles on this 
installment sales question during the 
high tax years; many are, in fact, being 
still waged. The Treasury Department 
has shown a disposition to deny the 
benefit of the installment sales basis 
wherever the initial payment exceeded 
25% of the gross contract price and 
where the full price was paid within one 
or two years. Isolated sales made by 
individuals, such as the sale of a lot on 
time payments, may be reported on the 
installment basis.
Affiliated Corporations
The law states that where the capital 
stock of two or more corporations is 
controlled or owned by the same stock­
holders in substantially the same pro­
portion, or where one corporation owns
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substantially all the stock of another 
corporation, affiliated returns may be 
filed. Corporations had the right of 
election to file either affiliated or indiv­
idual returns for the year 1922, and they 
are bound by the election then exercised 
unless permission to change is secured 
from the Commissioner of Internal 
Revenue. The advantages or disad­
vantages of affiliation are not so marked 
now as they were during the high tax 
years, nevertheless by affiliation the 
profits of one corporation may be offset 
against the losses of another and inter­
company profits may be eliminated.
Conclusion
This is a somewhat fragmentary pres­
entation of a very wide and detailed 
subject. I have attempted to touch on 
only the most important and outstand­
ing features. In summing up I deplore 
the fact that so little reliance is placed 
on records and accounts by those who 
interpret and administer our laws. This 
is a condition which, in my opinion, 
business men, bankers, and accountants 
of a generation that has now practically 
passed away have brought upon us. In 
the developments of big industry and the 
transportation systems of this nation, 
accounts were at times prostituted and 
misused in the attempt to induce capital 
to invest in enterprises which, in some 
instances, were unsound, unsafe, and 
dishonest. The accountant ought to 
deal with facts, and accounts are a record 
of facts. It is not surprising that when 
the accountant usurped the function of 
the publicity man and the accounts were 
perverted for use in the lying prospectus, 
public confidence in the accuracy and 
reliability of accounts and accountants 
became a little shaky.
With the class of men that are now 
coming into accountancy the time is not 
far distant—to a considerable extent it 
is already here—when taxpayers, through 
their accountants, will be able to secure, 
with the Treasury Department, agree­
ments on questions of fact, leaving only 
questions of interpretation and law to 
be settled by negotiation or arbitration.
Joseph L. Obermayer 
New Vice-President 
of American Trust 
Company
"HIS early training was acquired as
 a public accountant, which gave 
him a broad knowledge of 
mercantile, manufacturing, and bank­
ing operations.” Such is the comment 
of the Brooklyn Times in discussing 
the recent appointment of Joseph L. 
Obermayer to the post of vice-president
of the American Trust Company.
Mr. Obermayer is one of the younger 
men in banking circles and has been 
advanced to his new position from that 
of treasurer of the American Trust 
Company. He will continue as treas­
urer. Prior to his affiliation with the 
American Trust Company he was 
treasurer of the New York Title and 
Mortgage Company.
The Ability to Analyze
THE ability to analyze business con­ditions has a direct and important bearing on successful work in all the professional vocations. If we consider 
somewhat more specifically the more 
important of these vocations, particu­
larly those related to business, it will be 
found that—
The public accountant is employed, 
specifically, for the review and the 
analysis of business transactions and 
for the preparation of financial and 
related statements that can be used as 
a basis for judging of the results of 
management and of the financial and 
other status of particular enterprises.
The credit manager seeks to establish, 
by the analysis of facts obtained in 
statements and otherwise, the financial 
ability of prospective credit customers, 
particularly with reference to the 
probable ability of such customers to 
meet obligations that are to mature in 
the future, and to arrive at sound con­
clusions with respect to the prosecution 
and settlement of claims.
The lawyer who is called upon to 
work out plans of consolidation and 
merger and to form legal organizations; 
and who engages in the prosecution of 
claims, in the cross examination of 
witnesses, in the briefing of cases both 
in the prosecution and in the defense of 
suits that have their bases in disagree­
ments with respect to commercial 
matters—in all of these things, and 
others, the practicing attorney is called 
upon to analyze conditions and state­
ments, and his work is greatly facilitated 
if he possesses ability to make these 
analyses with rapidity and certainty.
The engineer who extends his activities 
beyond the strictly technical field and 
undertakes to solve the problems of 
organization and management must 
analyze many conditions that have their 
bases in human relations rather than in 
physics or chemistry. The technical 
schools throughout the country, recog­
nizing the need of engineers for a broader 
grasp of business conditions, are extend­
ing their courses of study to include ac­
counting, finance, and management.
Study Accountancy at Pace
—auditors, controllers, and profession-
al accountants everywhere give this advice to 
young men and women who seek business or accountancy train­
ing and advancement—who demand the opportunity to develop and to earn. 
Is this advice of interest, of vocational value to you? Are you interested 
in the distinctive texts, the original teaching methods, the vocational coopera­
tion of the Institute? Do you wish to share in the prestige enjoyed by its 
graduates? If your answer is, “yes,” enroll now in Accountancy and Busi­
ness Administration—in a resident school class or in the Extension division 
(correspondence study).
Write to the Institute for the booklet “Your Market Value” and the Institute 
bulletin.
PACE INSTITUTE
New York Newark Washington
The business man who acts as an 
executive, either for himself or on behalf 
of others, finds it necessary during 
almost every hour of the business day 
to form judgments on the basis of ob­
servation or reports of business condi­
tions and of the results of executive 
action. Men must be employed or dis­
missed, material must be bought or 
goods must be sold, advertising appro­
priations must be considered for ap­
proval or disapproval, new facilities 
must be rented or otherwise acquired, 
the addition of new lines of work must 
be considered, and many other matters 
must be taken up for executive considera­
tion and action. It matters not whether 
the business man is working in retail 
trading, in wholesale merchandising, in 
manufacturing, in mining, in banking, in 
brokerage, in transportation, or in any 
one of the innumerable subdivisions of 
these major classifications of business. 
There is always the need for close obser­
vation and for the accurate determina­
tion of facts from financial and related 
statements and from oral and written 
reports of various kinds.
Preparation for determining business 
and financial facts, both from observa­
tion and from reports and statements of 
various kinds, therefore, becomes a 
matter of prime importance to those 
persons who are considering a business 
career or a professional career in any of 
those professions which have a direct re­
lation to business. In an era of big 
organization and specialization, it is not 
sufficient to trust to haphazard acquisi­
tion of such an important ability—it is 
necessary to consider ways and means 
of developing a dependable analytic 
ability that will help in the solution of 
the intricate problems . that arise in 
modem business and organization.
Accountancy study of the right sort 
develops the ability to sift and to sort 
facts of all kinds—to classify. This 
ability is the basis of analysis—with the 
facts of a proposition arranged in logical 
classification, their relation to one 
another can be seen and dependable 
judgments can be made. Developed 
analytic power is a tool of great value in 
any of the more important vocations of life.
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Chain Store Procedure
THE letter reproduced below was written by J. W. Evans, of Windsor, Ontario. At the Editor’s sugges­
tion, J. Phillip Gass, a Pace Institute man 
and teacher, prepared, in response to 
Mr. Evans’ suggestion, the brief article 
that follows the letter.
“I am a student at the Walsh Institute 
of Accountancy, Detroit, Semester ‘E,’ 
and I am writing to you at this time to 
say that I would like to see an article in 
The Pace Student on ‘The Wholesalers 
and Chain Stores Proposition.’
“Semester ‘E’ goes into the subject of 
Marketing and if you could have an 
article on the subject of wholesalers and 
chain stores inserted in your magazine I 
believe that it would be very interesting 
as this problem is quite a live one.
“In the marketing of foodstuffs the 
condition often is that if the manu­
facturer supplies the chain stores direct, 
there is a tendency for the wholesalers to 
object very strongly; on the other hand, 
the chain store is sometimes as strong 
in their objections. There have been 
a number of articles written on this sub­
ject but it appears to me that those I 
have read have been written by persons 
either prejudiced one way or another.
“I might say that I enjoy reading The 
Pace Student each month and believe 
that you are to be congratulated upon a 
paper of this nature issued in conjunc­
tion with your course.”
Many methods are used by the various 
types of organizations for the proper 
distribution of a product. In the food 
industry, as in many others, the com­
mon method for distribution is to mer­
chandise the product through a group of 
wholesalers strategically located, finan­
cially sound, and ably equipped to render 
services to the retailer of the product. 
This insures a lower operating cost for 
the supplier with a consequent saving to 
the retailer and the consumer. The 
retailer in ordering direct from the manu­
facturer would lose time in the replenish­
ment of his stock and a delay in render­
ing his services to the consumer. Despite 
arguments advanced to the contrary, 
the wholesaler still performs a valuable 
function in our present day methods of 
distribution.
The manufacturer whose products are 
sold to a great number of users must 
distribute his product either by estab­
lishing stockrooms or utilizing the 
facilities of the wholesaler. When the 
costs from maintaining stockrooms and 
otherwise are higher than the cost of 
distributing through wholesalers, the 
manufacturer naturally elects his dis­
tribution through the wholesaler. An 
excessive cost of distribution is reflected 
in the price to the ultimate consumer 
and a high cost would mean a diminu­
tion of distribution.
It is only within the last twenty years 
that chain store organizations gained 
any impetus and the remarkable advance
of this type of organization is recent 
history. All of the larger chain stores 
to-day have a distribution which makes 
them a vital factor in the purchases of 
products required by them. Probably 
the greatest advantages enjoyed by them 
are the ability to buy merchandise in 
larger quantities and to apportion their 
overhead among many units, with a 
consequent saving to the consumer. 
This is not enjoyed by the smaller 
organizations buying through a middle­
man and selling only in a limited area or 
in an individual store.
Because of the many outlets enjoyed 
by the chain store organizations many 
manufacturers sell directly to such 
organizations and eliminate the whole­
saler in their contact with the chain 
stores. Prices quoted to the chain store 
organizations are usually quite similar to 
prices quoted to wholesalers, so that the 
chain store organizations have a decided 
advantage over the smaller organiza­
tions in purchasing; and the wholesaler 
has his activities curtailed considerably 
when direct points of contact are estab­
lished between manufacturer and chain 
store organizations.
The volume of business now done by 
chain store organizations indicates that 
the direct sale of merchandise to them 
by manufacturers weakens the whole­
saler’s function considerably. In addi­
tion, the growth of the chain store 
organizations has eliminated a number 
of the independent store operators and 
thereby further decreased the activities 
of the wholesaler. From an economic 
standpoint it is probable that the con­
sumer benefits by direct contact between 
manufacturer and chain store organiza­
tions. The elimination of the turn-over 
of merchandise in the hands of the whole­
saler is reflected frequently in the differ­
ence between prices charged by inde­
pendent store operators and chain store 
operators. The wholesaler naturally 
objects very strongly to the direct sale 
by the manufacturer to the chain store 
organizations, but the buying power in 
most of the chain store organizations is 
so vast that the objections do not act 
as a barrier to the making of such con­
tacts.
The tendency seems to be that manu­
facturers will continue to deal direct 
with the chain store organizations, for 
in the final analysis the manufacturer 
seeks the largest distribution at the 
lowest cost. Distribution costs are a 
vital factor in the progress of a product 
from the manufacturer to the consumer. 
The means of decreasing or eliminating 
any of the costs involved in distribution 
is being studied to-day in many fields, 
and in this particular problem the ethics 
of selling directly by manufacturers to 
chain store organizations may well be 
subordinated to the greater issue of 
placing the product in the hands of the 
user more economically.
Qualified
People
may become
CHARTER
MEMBERS
of
The
Pace Alumni 
Association
by signing
The Articles of Association 
on or before September 19, 1925
There are no dues. Write to 
the Secretary for additional 
information.
F. M. Schaeberle, 
Executive Secretary,
30 Church Street, 
New York
The
Pace Alumni 
Association
will hold its
NEXT REGULAR 
LUNCHEON
in
The
Machinery Club
of New York 
50 Church Street
on
Saturday, May 16, at 
1:30 o’clock
Arrange to attend this 
luncheon—send your check 
to-day to F. M. Schaeberle, 
Executive Secretary.
The charge is $1.65
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